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S6m Econamlic Characte/?-istics'of theIndustry, Since the end of World War IT,t

the bock industry of -the Unifgd States has enjoy6d steady and healthygrowth.
4

,6
In, the past: decade alone,

from $1.7 billion in 1963

, .

its dollar sales volume almost doutled, increasOsL

to\3.2 billion in 1973. -The.annualizePgrowth rate

for the pqriod was'6.3%. But,these high-flying figures do not give a true picture,,

for the rate Of real gi-owth was far.lower. By applying a proper dol
..\.

in ation'factor, one discovers that the real

lar -price

with thecade was from $1.7.

%11 billipn to $2.2 billion, And that the annualized" rate was only 2.1%% (Th rctor

h is the official U.S. consume pricehere-apLied is 3.7525% per year,

'

flation rate for the decade.),!- To

increase, onlY51.44illion was-rea

%
.

sulfed from rice inflation. How deflating is the inflation factor!
$

xl / T
0.

it;another way, of the.$1.5 billion sales
../ ( .

'ok .

h in productiVity while. $1 billion re-

/
, 4

Despit4 its healthy '. rate of Sustained growth, book publishing has remained
.

small industry in the scale of American big business enterprise. For

4

rriny years ,it has, ranked in sales volume far down the scale; in fact, down a little

a re 117"tively

-lower than pet foods and onlys14htlyTabove Procesed peanut products. 4By Com-,
.

f-'
% parisonthe billiOhgt of the General Motors Corporation in, any goad month alone

in this peribd would equal the annuNtsts volume of the total book industry.

Table 1 provides -a t;reakd6wntof industry sales for 1973 by the twelve major

catngorieS of publishing as reportedkto le Association of 'American Publishers,

Also Shown is the rite of sales increase for each category for the

decad , 1963-1972.
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r.?hoble 1,. BOOK 1NBUSiRY SALES BY \TEGORIES 1973
(Millions of Dollars)

A

Category,

7,

Adat-Trade
Juvenile
Pelicjious

Profession
gook Clubs
Mail Order Books
Mass-Market Paperbacks
thiersity Presses
School Texts

*
. 518

College Texts 3 44
dized Tests 29

Subs ription Referen?e '262
f All er8

A
,164

1;

*This cortipa ison ig "i.N./en

1,figures are not exactly-comparable
ingIten years.

4P''

$ Volume .

1973

Or
,10

12

40

Z62
221

28L
43

% of % IncreaSe
Total 1963-1972*

11.0
3.4

3.9

12.7
8.2

6.9
8.9
1.3

17.2
12.3
O.D.

8.2-

-5.1

180

60

129

150

190
128

63.

134

108
(27)

, 73

*

becausei the 1973 ini.ktry sales /
those of the

4.
fl

with

There no reliable industry statisticaon

chased annually in the.VatOpl States.) bufindus
t

,

e that the division in doll pr Volume isAbout equal

the
.

endues -of books p

'ets'estiln4q roughly

O

'

educational uses.

/

Besides being'relatively-tmall, the lgook,induStry is highly fractionated.

betI,Nen.educa.t.ional and ?Ion-

A A

Bowkpi's Literary Market Place cur2eptly lists 999-firm flaws, and tfiereiniust be
... .

'4.,

at least that many mawof specialized and local publishers that are not listed
.

'..

in that directory. This unustal-fractionatfon of an industry of mddet size has
,

three important economic consequences: (1) keen competition for AuthOrs and for

the buyer's dollar, (2) high level of production and distribution costs, and

(3). the exi'stence of'a large number of small houses that, while growing, must

operate at. a disadvantageous economy of scale. The phenomenon of fractionatibn

his continued year after year, despite thQ large number of mergers that have

characterized the industry over the past two decades. \this is because it still
.

Nur

c,
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is possible to rake a start on a shoestring
,

in-many areas ofjpook pdblishing.

\ '

Indeed, it seems that for every merge there are atikleast two new firms started I

c
IV .,

,
.

each year. In any case, the numbei- of houSes has increased steadily and rapidly.,.
0 I 0.4,

AgLinst the 999 firms-that are listed in .the 1974 edition of Literary,,Market

Place, only 559 were listed in the 1954 edition.
..

.

According to annual statistics compiled by Publishers Week , the U.S. book

industry 4dUced 31,951 new and revised titles in 1973. Th; totals fOr 1963 and

ro
1953fwete 25,874 and)12,052 respectively.2 This record indicates a ratJ df increase

4
that -almost matched toe rate of real growth in dollar sales Aume.

another'kind of continuous fractionation

economy of the industry -- the contintious

It discloses i

that has' 'dampening influence on the

-fractiona omeof the total market by' the

II

large number of new offered each year.

While the increase in the.num5;er of titles pubglished annually seems to indicate

la thriving industry, it also

the producti e very Tear ofth

the benefit of

market test for

ints up a negative'economic characteristic.. This

4nd.s of new prodults that do not and cannot hav

apt testin4. .Publishe,v sca ly cannot afford to make any sort off

re than one or two4kh a hundred of their new books. Theirtrkets

are too difficult to'identify,"too ephemeral and elusive-,
`(.

justify the expense. This condition produces a high risk factor,

consequences for the industry, especially for the noneducational'
4 1,

are too small to

which has,costly

Sector.

the prdfit Potentials

Still another economit characteristic that'has costly 99nsequglocesis the in-
( RD'

dustry's complex and irrational_ rarketipg system. rk?st publishers rarket,their wares

indirectly through jobbers, specialty sales agencies, exporters, and retail book-,

Sellers; and directly to libraries,Anstitutions, and irydiiTiduai customers.

doxically, aImolst all firms have many too many'customers.

Para-

The larger ones sell"to

o-



6

aS many as 15000 to 20000 "trade". (dealer) "accounts, and to as m4nY individual

(direct-by-mail) customers as` hey.can find 1-- And some, manage to find agriNy

as 100;000 to 200,0 of the la5per in a good year. Serving such myriad of

customers is costly;, it also caiqses confusion and Unhealthful, competition in

marketplace.. ,What the industry sorely needs is an:effective system for wholesale'

distribution of its product.

Profita bility. The profitability of the total'industty can only be'eStimated fro

what is knowri of the profitdbility'of its various Scgrre'.nts'andi of the cOntributio

of each segment,to--thesales c tpOsite. By this rubthod; an estimate of 5.6% on (sales'

. .

after 'Would be,approkima ely accurate for 1973. This rate is about average for

ompari'son -with y major U.S. industries.
they ications industry. is low bey

For other sbgments of the communicaLons industry, the 1971 rates were newspapers,

10.3%; buginess maga'Zines,'7.1%; btoadcastin4., 6.5%; consumer magazines, 3 %. For' L?

certain" other major industries, they wel computers and office
.

CCIU1 10%;:petroieum, 8.2 %; chemicals, 7.5 %; paper,

The range of profitability among the several mare seghentS of the i4clustry is

quite wide. Curreritly professional book publiship4 (scientific,
a

law, aPdmedi'cine) is at the top with an a

book publishing and mass-market pa

-tax rate on.sares

technical, business,

of 8-9%, while trade-g

'

rback puelishing ire.at the bottom with rates of

475%. The school textbook segment and the book clubs/ -ordertsegment each ranks
,

,

-near the average level with rates of 5-6%.

better with a rate _of 677%.'
. ,

College textbook publishing does a little `

,

As for rates',AiA returnon invested capital, dependably 'industry information .is

!-7,
._ ,

very scarce. This is because many firms are waxy of revealing:their, balance sheet

°

.

figures and,indeed many that are operatin units' Of.conglomerates do not,,. havek.

,

balance sheets of their own: HoWever, an ,anal st who knows 'about financial relation-

,

..
t'i

,

ships in the major segmentS of the industlildt as iNe relationships of,Inven-
..
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torics and acc unts receivable to net sales and operating profit)
,.---

--,n-odels Which indicate that the current rate of return on investment

profitable firm is withinthe r- w.of

Capital Requiranents.

indUStry has estimated

One elos'iiI,Studen

can construct'

for the average

e economic development of the book

that in order to grow as it did in the 1960s, thd industry

required an input of new capital of $2 billion.3 Considering its low rates of

'earnings, the industry certainly was/not capable of plowingback anything like that
N

much of its cash profits-in those y6ars. (rndeed, many firirsver growing `so fast

that they were unable to throw off/any-cash profits aeall.) How, then, was this
r

/
in most cases; CoMpanieS

.

heaVy financing requirement met?i By classical methods,
/ --*---

either -ant public, or they mer/ged-, or they were acquired by corkienErate-....00r-
.6.9

.,/

'por ons (holding compAnies)/thlt could readily raise the required investment

,..-

c
.

.
d 1

No matter the new capital resource was -come by, it usually added to the

financial burde.rrof the operating company. Wbfking capital had to be borrowed at

4
increasingly high rates of interest, and cash profits haat° be provided for divi-

dends by' tge parent.($Olding) company. 'Either, and sometimesbdth, of these-re-
f%

quirements often depressed a company's sustainable growth rate. Naturally, with the

soaring.of interest rates,-the burden of borroWea,capital had become increasingly

67heavy in recent Years. Agthis partially explains why the common stocks of so

many publishers are currently selling at such low prices.

.

Praftt-lnd,Loss Statements. This discussion must be limited by space requireeents

to a consideration of major income and expense items, with attentidnia-these its

that have signifi variation among the several principal segments of the industry.

Also, it is limited to operating figures only, not taking into account such non- 1 ,

operating items as interest-earned on invested capital, interest paid on loans,etb.

Its purpose is to provide a quick run -down of the items that "appeat ii the operating

ett



statements of most firms, and Thus to giVe the reader a summary View of the

yublishers' income receipts, and margins for profit.

The complete rofit and'Loss (P & L) statement starts with Gross Sales, which

states the value o all goods billed and shipped in the periodcovered: ..(This is the

net amount afrt e allowance of discounts, which' can vary from 10% for highly

specialized technic: ',and reference books to 50% for mass-market paperbacks.). From
t

this is taken the a &int of Return of unsold books--usuallY a figure that makes the

publisher groanaud bly. The remainder'is the amount of Net Sales, from which is

"\--) deducted the-Cost of GOOds Sold, including production co Sts and royalty costs. The

result after this de uction usually is labeled GroSp%kargin on Sales. AU the
6

customary items of operating expense, :which/
be ,describedtbelow in some deail;

, .

,

.

In ome from Operations.
(

, ,

ncOme and expense, and, a\

are deducted f pm the amountoof'this mar(n to produce Net

After an adjustment for nonoperating

of the cost of income taxes tfede

fter the deducVion

, state, and, local), the _statement is bought

doyn to the 'bottom wh usually is labeled Net Income.

()
By far the 1irgest i m in any publisher's profit and loSs statement is production

cost. (For

a

costs, whic

engravings,

first copi,

. . -

ccoUnting .urposes, this item usually ip divided into (1) so-called 'plan
P

include the costs of copyediting, typesetting, proofripa!ding, page makeup,

and plate making, all of which go into the making of.the theoretical

and (2) manufacturing costs, principally those of 'paperz pressWork, And

binding which are involved only in the replicati
°

process.) The ratio/of prOduction

costs to net sales typically rangeS from a high of 40-44% for trade books to a low

Of 26-30% for prof'esAional books,. For college texts, the range 28-32%, and for

..

school texts, 33-37%1 .

,

IT
-:

'

Royalty costs also have a fairly wide range--between 14-18% of net salesPfoX c ,i

,.

,. .

_ .
. , i ,

college texts; 12-15% for'trade books; 10714% for profesSionAl books; -'8% for school :

I. :. I

?
i .
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texts. The lower rate f9 professional books'is due largely to the fact that a

sizable component
(
of this category of tales is produced by handbooks and other

compilations, on which only low editors' royalties are paid. -(The publisher nearly .

always pays directly.for authors' contributions.) The low rate for school texts

.'recognizes.the fact that the publisher's editor usually does a large, share of the

author's workwork in the writing of a basal textbook.

Markting Costs are relatively high in all segments Of the industry,' The

principal two reasons for this are (1) the, large numbers ()yew products that are
o

launched each year and (2) the keen competition for the purchas

pe4ally in textbook markets. Total marketing costs range

',s/diollar,

%

a high of 20-24% for

school book publishing-to a low of 12-1t% for college publish g. . Vor trade and pro-

,

fessional bookt, the rates are 'about 14-18% and 15-19%, respectively. As a rule, ad-*
,-

vertising and prootion expense runs high in trade and professional byok pUblishing

and,.low in educational publishing. 'Conversely, field sales expense runs high in ed-

ucational publishing and low in trade and professionll bk publishing.

EMitorial expense is hot a major item in most p & L accots. For each sectOr'
.

of publishing, the range is about the,same, from 4% to 7% of net sales. This item..

represents only the cost of acquiring publishable manuscripts. The cost of copy-

editing a finished manuscript usually6s Charged airectly to the,"plant" cost of the

book, thus becom4ng a art of its production cost.

Order fulfillment costs are high for trade publishers, 8-12%, and not so high

for the other segments, around 5-8%.
06

books sorely penalizes bOth:trade and

because normally trader books are ..eth

The high cost -of Mridling returns of unsold
r.

college pUblisherS, and the latter more so

ordered and returned in smaller quantities.

General and-,administrative costs are much the same for all segments of the

industry, running quite consistently at about 10-12% of nesales.

9
(



Th0e-remainsone ler P & L item which usually appearldown near the..
i

"bottom line ". and has ittle importance except in trade e-biook laubl4hing. It

usually is labeled Other Publishing'incame, and it represents income from s6.7calied '

-,..,

secondary z2blishing rights -- income from the sale of rights for paperback axed book' ,

t .

. .

V..
,

%
,., ch. reprints, and fOr sedan ation, translation,- dramatization', etc. StIclyinCome E-.

,..

t 0 ,.-

customarily-is shared with ors who usUally,teceierio less than 5Q% of the gross ;

amount. This income.. is highly importaiitto, rade.publishers,Pecaus, without it, most

of them would show in operating loss every year. 716 only other substantial bene-
,..

m, ,,

liciary,of,this kind of income is theScientific and technical book publisher.. His
.

..-

.
. .

.

income from the sale of translation rights can add as much as three or four percentage

/
4 --N (.1

points' to his operating profit.

The P 60. accounts of.bcok :clubs% and MaSS7market paperback publishers are'not
,

,

here dealt with because, being largely'reprinters of published books-and not having
.

. -1-<

any of the major costs of first publication, they 'are:by function; really Markei,ang and

distributing enterprises rather than complete publishers.

r
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, .

Editorial Expense..' As noted. above, this. item of expense usually covers only-, ..

. .

.
.. J

,

4'the costs of procuring publ*abae_manuScripts:, t1 salariet'and expense' of

4

staff editors and readers; the fees and retainers paid outside reviewers and. .

. I

consultants; and, occasiOnallY, the'Cost of a rewrite of a manuscript by an out-
7

Ct-

sideProfessionar.:JNatural,ly,a substantial' portion of thiS-editorial'ProCure

ment expense is non-pr uctivein that it is spent on ekoldrin4 and reviewing prd-

.
,

. .,posals and manuscripts that, never accepted for publication.

i
,

_

1

The comparative cost ofeditorial expense depends. largely on'whether!manu-
.

scripts are reviewed and Selecteid on'the basis of'pergOnal, subjective jud is
?

of?-liouse editors, the.basis of impersonal, objective evaluatio d recom4

mendaaon by outside adviSerS. Thug it happAs that the editorial expense of the
o

publishes otprofessionalldoks is higher, than that of the trade book publisher.'

And it follows, naturally, that the ratio o outside to in-house expense alsojs/'

;much highef:for the forter. The editorial expense of the college publisher is cam-
-

paratively high cause he, too', has to evaluate manuscriptt on the basis of objec-
,

tive andprofessional outside advice. The editorial expense of the schoolbook

publisher is comparatively low because he concentrates on a small number of manu-

scripts-, and he usually-Charges the expense of perfecting each as a part of the

li

"plant" cost of the nqw book.

Publishers lbeten are asked why they do not spend. more-tiue and effort on the
..._

(
.

. ..
.

editorial perfection, of their books. The answer involves several factors: First,-

as it is with market research, the potential sale and profitability of the average

indivzl. title inky not justify a high amount of editorial. cost.. Second, the time

element usually is important, -- a boo might have to be published for a'seasonal

market, and the, author nearly always, is itTatient to see his book-in print. Third,

most authors esist extensive editorial revision 'of their. manuscripts. The pub,

lisher has' to rake all these factors in deciding the limit of editorial expense for
C

. ,
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each bdoik, being aware,in every case that the added value of editorialiprfection
CP

is his most important obligation to both. the author and the potential reader:. ,21
. ,

, ..?. -

, .

4 Pbyalty Costs. A traditional prinCiple of,book pUblishing is that the. royalty, . .

.

payment sh ould be such that the potential-profit on .a book will be shared equally

betweer,the author and the Publisher. .And, contrary to popular belief,.it does

wotk'out.that way generally. For it is, a. faCt that almost every reputable pub,

]fishing houseannually pays its authors as much o more in'toyalties
4

tit earns

R.

in operating profit., .indeed, royalty payments often'ar much'higher than publishing-
./ . -

profits; and especially so in trade bookpublishing where ari author's earnings, in-
C

*

ciuding income from s sidiarrightS; 'can be double or triple the amount of the pub-

lisher's profit.

e )

Another traditional ptilciple isthat,the'authoi'S royalty is specified on A,

.. f.
_,,,,

1 .

. sliding scale which effectso sharing Of'die publishing risk up to a point where the
'

,, -,

publisher recovers its out-of4pockct'inVeStment arid thereaftet makes, profitaptofi ,Th4sp-
`44. 4.

.

.
.. ,

for several .decades a !'standard" publishing ,contract has apecified:royaltY;i6ayments °

on a sliding scale of 10% of the lit price.on the first 2,500 cOijie d; A1/2%.

\ ',
1

of the second 2,500 copies, and 15% thereaftdr.''Thi§,-errangeMent assuis that the°

,

publisher's breakeven point\is at or ri0A.f- the sales level of"5,000 Copies. fOrYrany. .

professional books which are PUblished for limited Markets and at higher prices the

breakeven point is assumed t be at ,Sr'near.the 3,000 sales Mark, and the sliding,

scale is based on increments f 1,500 copies. Conyersely, for trade bookS that

usually.tiave law'profit marg s and high risk factors, the breakeven,,,point is cus-
,

tomarily taken to be 10;000 codes, and the,slid. g scalo is based an increments of
o

5,000 copies.
O

In spite of the-traditional principles and of the,stanclard Arms.of the
'tt

11.

,industry, the question of royalty rates usually is, settled on an individual basis

of mutual trust and confidence bet=ween' the publisher and the", author or the'author!s,



-.f
agent. It gcos without saying that competition fort.headedessful author,-or for

the untried author whose profesSional competence-is widely recognized, has an

elevating effect on t9yalty rates in every area of publishing.'f
4

Production Costs. 'Since on&y.a few book publishers have their own printing and

.

binding facilities, most bdoks are' manufactured by contracted supplier'. Usually,

the smaller houses contract'fec their production on a book-by-book basis; the, larger
.

.3 ,. .

ones have long-term contrac with their principal supplierS-- contracts that often

ii
N.

specify p 4 ee rates which are protected by escalation clauses. However, same

publishers do buy the paper for all their printing requirements and supply_it to/their
t,

printers as needed.

. Because so many hand skills are involved,. book. productiOn is a labor - intensive

process'from beginning ko end. Of the total costs
.of

prodilang the average c se-
' /

. )

bound book, the components are abut 75% for -labor and/26% for materials.. There are,

4
.

. .,
.,

.

of course, variations in this pattern. For a technical monograph reqt.nrang a cam-
.

.

bination of Monotype and hand composition and a printing of only 2,000or 3,000 copies,_

the labor component cat! run as high as 90%. For a novel requiring Ilnotype or cold-

type 'composition and a printing Of 50,00(\ or 75,000 Copies, it can run -as low as 20%.

In accounting for production costs, thOrCUstamary c ivisiofi is between "plant"

cost and "manufacturing" cost. As noted earlier,' the f9rmer is the. cost that goes
.

for the making of the theoretical fiest copy: It is the sameamount,no Matter

whether 1,000 or 100,000 copies are to be print6d. In arriving at a "unit" (or per

"Copy) cost, the amount of thig fixed cost is spread over the quantity o the printing.

Thus it is highly, important in short-run printings and far less *portant in long-run

printings.

Of the three .componentS of "manufacturing" cost =- paper, presswork-, and binding --

only the costof presswork varies importantly with the quantity of the printing. The

per copy cost of- %per and binding is 4lrrost the same,no matter how large the print



((
Dreier is beyond the first few thousand copies..

By putting all the production cost factors together in a tabulation that

shows the effect of variables irLa Wide range of printing qpattities, one can

perceive how the economy of scale,affects the per copy pet. Table 2.is based

on,Ttimated current costs of producing a typical 384 page book ih 6"'x 9° for-
-* ,,

mat with Smyth sewn sheets -and hard-Cover binding. ,(Estimated costs at Sept-
-

krter 1, 1974,which!had increased by about 12% in eight months.) Te table

t
shews the high unit costs of small printings; also, it discloses how quickly

the law ocdiminishing,returns sets4n with respect. to the reduction of Such
a.

costs by increased size of printings. This phenomepon is the maim-reason,Why

'first printings are -kept down in size to a level that is surprising to mOst

people who are bgt familiar with the economics of book production: For example,.

at McGraw-Hill -- a large firm'with a widely varying list of over 400 new hard-

bound titles each year -- the average first printing is currently abOUt 9,000

copies, while the median size is about 5,000 copie.

4

Another variance in prod

difference between the total

ction cost that surprises many people is the slight

sts of.producing a book in hard covers or paper

covers. The difference ight because the plant, printing, and paper costs are
.

the same no matter what And of cover is put on the book. Also, a large part (DE

the cost of the binding process -1 that of folding,-gathering, and trimming the

sheets --

sewing of

. shows the

is the same. Thus it is -only the costs of the binding materials, of the

sheets, and of the casing-in prvcess that can be higher or lower. Table 3

narrow range of the differences in the total cost of producing the same

book (the model used in Table 2) in five different kinds of ,binding.

-',The comparison between the costs of paperboUnd and clothbound books is not in-

tended/to imply a similarly narrow gap between the cost of a clothbound original

edition, and that of a". typical mass-market paperback reprint edition. Rather, it

719
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i.ihtQncled to suggest thc answer to an often heard question: "Why cam
textbooks rind- other kinds of profession4 books be produced'and sold in very

cheap paperback editions?"

The Mass-market paperback reprixit is altogethdt a diff4rent economic

package;,. Its plant cost is almost nil; the' quaIity,of its printing and materials

is Very low; its markvt has been Well established by the original edition, so it

can be printed in quantities ranging up into hundreds of thousands of copies.

sh2rt, the econ of scale In its prodUctionoPerates on a,liery difieren order

pfmagnitude.
.

Vit'rketin Costs... These costs, whiciorare next highest to production cost7 s, can be

divided into. two major Categories: (f) personal' selling costs, including the salaries

and expense of field sales and sales management- staff; and (2) advertising and pro--

motion costs,,, ncluding those of space and direct mail advertising, of catalogs, of

publicity and exhibits, and of free promotional copies.

As noted earlier, field salots expense runs, to high levels in educational pub--

blishing this. because competition for markets is both wide and direct. Fc5r a

large school fisher with a numerous sales staff that gives away free sample

copies by the thousands,Nthisicategory of sales expense is usually as high as

.16 -20% of netsales. For a large college publisher,, it can amount to 10-14%.

These levels are about twice as high as those for trade andllrofessional bock

publishers.

On the other hand, space advertising is not a larg item .of expense, excek

r
in trade book publishing, where it normally amounts to -6% of net sales annually.

Most trade book houses budget advertising expense for each new book at 8-10% of the

anticipated netsale for the first year. If sales run higher than anticipated, thee

1

budget is extended accordingly, if sales do not come up to expectation, the budgeted

amount may not be spent.
j
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.%ili

birect mail advertisin is an important,item of expense for only the pyblishers

.,,

of professional books and o other, high priced books prodLed.for the special-interest

reader. Here it amounts to a large portion of the total marketing cost, because the
,

:,t'e Only way most individual buTrs can be regChed effectively isthrough speCial-interest
I

.

c t, -

mailing .lists. It is a costly marketing nechanism.' Given the high cost of selling

and serving single-copy orders, a.''publisher cannot today afford to undertake direct

4
4

mail selling of any book that is priced below $8.00,or $10.00

t

To date, only a few-publishers of mass-market books have toeen able to make TV
'

and radio advertising pay off. In most geographic broadcasttareas,thp market for

books is too thin for successfulexploitation by these media. Still a.nuTber of

houses continue to experiment with both,TV and radio promotion.in hopes of finding

a better key to mass- market selling.

Order Fulfillment Costs. The primary itemsin this accounts group are the costs

of warehousing, billing, and shipping. Secondary its are the costs of Custowr

..e%"2 ,

service (communications with customers concerning their orders .and returns) and of

handling the returns of unsold books.

The prudent p fisher must think of fulfillment costs in terms of the market
the

served, fat there are wide. variations thatAre directly related to/scale of quantities

shipped. At the low end or the scale is the-per copy fulfillment cost of paperbacks

that are shipped to jobbers in quantiti s of hundreds or thousands. At the high end

is the professional book that is usually shipped on a single-copy order"to'the'in-

dividual buyer. Ihu7S, the publisher in calculating a- P & L estimate for a new P & L

book must apply the actual per copy fulfillment cost rather than a percentage cost

of the net price. At the present time,this cost varies from about 3 per copy for'' -

mass-rarket"paperbacks to as much as 60 per.copy for professional boOks.

*

The publisher who specializes in mail order' bb?ks haS relatively a low per copy

I
'fulfillment cost. This is a a small number of,titles are warehoused,and there

ti



' is a mechanized-system' for billing and shipping single copies from.prepadiaged,

invcntory, contrast, the large general publisher or the'jober, who may ward-
.

house-`.as many as' 10,000 to 100,000 title's, has an excessively high cost in filling

the single -copy order on a random, `on- demand basis. In fact, if the_ single-copy

order is for a low-priced book, the typical publisher lOses money on the sales

The high cost of han ing,returns of unsold books 0is not, as a rule, broken.

out as a searate item,in publishers' acoAnts. Instead, it is taken as a natural

part of total shipping and receiving costs. Yet, it is a every onerous cost, and

apparently publishers prefer not to face its reality in P & L 'statements..

Almost all houses have grQund rules that are supposed to limit returns, but these

rules are more often ignored than enforced. The- 'result is a high rate of out-and-ih

shipments of inventory that have readied almost unbelievable levels.in several areas

of publishing. The highest rate is in mass market paperback publishing, whereabdeit

43% of the value of ail books shipped out are later credited as returns. RateS in

ry

other,areas that have steadily increased in recent years are 13% for college books,
, -

1

14Z for trade lloOks, and 12% for professional books. The foregoing-;centages.are

based on grd'ss sales; translated to a net salfs baSis, they are paperbacks,75% ;
4

college, 18%; trade 16%;,, Professional 14%.

Publishers have long deplored these high,rates of returns -"- one doyen of the

try is said to have remarked ruefully, "It sems that much of ray inventory is

gone today and here tomorrow." Still,no one has attempted to change the system or

even to account for its cost. Ny private and very rough analysis indicates that the

books is currently between $45 million andexpense of the doub6le handling of un

$56 million annually. (This is the pub isher's expense of out-and-in handling costs

alone,,notinclilding carriage charges, which are paid bythecustOmers.) Admittedly,

it is impossible to formulate even .a rough estimate.of how r;lanY;;rei6as are sold

by, reason of the liberal return allowances. .All that can be. said fOr certain is-that

the present system is almbst-uni4rsally accepted as being a very costly,but necessary



A
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evil. klced, many publishers and must booksellers belicte,that if Lib=

era]. return priveliges werenot allowed, the whole book, istcibution sys-

tem would collapse overnight.
. ,

General and Administriitive Exppnse. This, group of accounts (often
.

:.

Overhead Expense) includes:compensation and e tense of .general °Meets

and managers;'i-.ent and other real estate expense; ac6cm Ling and data pro-

. ,
.

cessing; office services; personnel services and employee benefits; social

1. , I.security and'pt'operty taxes. rn the P & L' statements of most publishers

this category of expense does not include spdh corporate income- and - expense)

items as fees for outside legal and Atditing Services, interest paid on-

,- -..

40

loans, incomebfrom investe( capital, and the. like.
fp

.

. 0
.

. .

Since book publishing is a nonmanufacturing industry and Acost all
4

m.
ob.

it employees are salaried, the Cost.of\empoy e compensation and benefits

runs higher than i dqgs in most qther industries. Also, Wecause almost

- 411 publishers are located in high-rent metropolitan areas (conceentrated

1Qrgely in New York, aoston, Philadelphia, and Chicago),, ithe cost of oCcu-

-'pzincy, ransNnusually high. These factors, plus ,the high
a

cost of account-

ing for myriads of, sales a'nd royalty transactions, combi e to push up the

indastry's general and administrative Pate to atota] th t is. considerably

higher than that of4most other industries.
- ."0.)

Pricing Policy and P actice.0 There are several factors that must-be. a part

o - any formula for establishing the list pre of a new book: 00 the fixed
.

_ plant cost; (2) the unit cost, which varies with the /lumber of copies
,

urinted; (3) file d4C-Ount at which,the book' will be sold (411e .c.l;ation7

ship between' the list and the net price) ; CO the royalty cost, which' may

vary with the levels of cumulated sales; (5) the estimated per copy cost of
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order fulfillment, including the prosActive cost of andling-Tcturns; 1

- (7) the time facLor ,with which s rola te.d *-the'.

cost of maintaining slow-selling,inventory; (8). uni cost of a re-

4tich -can vary widely wftli different kinds of boo hay,ing dif-

1

ferent sales 4evels:
-,*

jr- addition to these tangible factors, two intangibl ones often

hay(' to be considered: (1) the physti,cal sizcif and appearan -off the book
S.

. as a consumer. package; and the limitation of what the.prospective
c,

consumer ,is able or willing to p.y.

_Book pricing As traditionally a personalized art --- sometting,tliat

was leaoned largely by traal-and-error experienoe. TbeDublisber kFgq.

.! his production costs 'and operating expense rates; sbme, areas h

his, markets, in others 'he 1INd to guess

CC1 lIce ce ain rule,ofthumb formulas Jor prOfitable pricing of various,
schciol

\6

kinds of bboks. lle knew that the typicalAtcxtbook had' to be' priced

(
roughly at three or f I

our times, produetion cost; and _Oat the multi-

new

tern. From tdpis k-nowledge he 'could

ple for a college -text was fir or five;. or a trade book five or six;

for a specialized tre'atise or mpil. order book, six, seven, or even eight..
.

.6/ . .
Using, these rough formulai,, he applied a kind of mental.caculus and came

..

, .0

up with prides )that ofteu were taken to be the proclyct Of "seat of the
6 . .1,.. , ., , .;

pants" intuition. '`. . , -.
. . ,

T-oday, bocci< J.;ricing, usually is done, in a fat" more scientif;ie way.

Mo-t publishers now Lye, Or have access' to, computcyacIlities that
,

produce for each ncw book a range of thetical mOdels \of profit-and- \

.
loss resplts. Tlic3e models .providc alternatives for a. far more precise

application of the publisher's jucignent -- which will always be,4 of

codrsc, the most important ingr'edient of the priciX process,

I

Direct ompeti,tion in the marketplace an important factor in pric- ,
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in'; certain kinds of abooks, notablrextbooks and standara reference

, ,r
works sy0 as dictionaries, atlases, almanacs, handbooks, encycio=

P-Odias- etc., The publisher of such books always keeps a sharp. eye on'the

,,prices of directiycompetitiv boOk9,, and "comparativeomparative attention

do

operates to keep prices down. In othe4 areas of: publishing where poten-
;

1
itial purchasers, customarily do not J ake selection of one book against

4 -
d.4011a ra

/ another,-only general coMPetitfon for the consumer'sAls a factor in price

/ determination..

. ,

A pectIliar pricing practice that confuses the general puBiic occurs

when '& new book is published in both hard-cover-and papercover editions.

Customarily, the former is overpricee'and,the latter is substantially
e .

Linderpriceaoro-rand the publis'her hopes to gain through ,additional sales

what is lost on thevprofit margin of the-paperback edition. Often the
1 ,

,14.srd-cover edition 35 produced only to satisfy the demand of those librar-
4

ies that not buy paperback books.
010.

10

In pooderiNig the range in prices of different kinds. of pooks,.one

should always keep in rind the fact that Athere is d wide difference i

the publisher's net receipts after dcductions_froethe'list price for

dealers' discopnts4p.nd authors' royalty. The range of the receigt-, after

such deduetions,is from approximately 70% of list ,rice for profesSional

books to approximately ti-Z fol.; mays- marked papAacks: The ,aM194nt ia,

in effect, the publisher's "take-home pay" erom the'average sales,rallS-
,.

o
action. in his particular area of publishing.. Naturally list prices,

4 44

)ust reflect these.variations as well as those in production Cosh and
.,.,

operatiag expenses".

Export Sales. For the book induslry as a whole, export,sales are of

minor importance in both volume and profitabfliLA Statistical records

7:14
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dn,the area are incomplete and ilawerl,. bitt experts estimate the volume

to be about' 5 7()):, 9L thc total annu .sale,s 6f the U.S. )oek industry.

However, export sales are important.i:t certain s bject areas of

hipublisng, notably in ieieneeyeci7nologyi, medie4e, business admin-,

istration, and 'ind4s,trial management, Publishers whd specialr.p in .one

or more A these areas can expert as much as 20% to 3O3 of theirtproduct.,
.

Indeed, an aCthoitative treatise Or,monograph-in any of them often, sells

as many copies abroad as at home.'

Several'adV-rse conditions make export selling unattractive to the
g

average U.S'. publisher. In most foreign countries, markets are thin,
.

sal.cS costs ,arc high, and purchasing Power is lowl. (Great Britin, Can

.ada, Australia, and Japan are exceptions to this rule.) In addition,
, ....- is ' 4,,, '.F ,

the-terms and risks of customer credit are costly, Which is to sty' that

compared with domestic experience, oa4ections take far longer and.

losses- on defaults are far 4ligher. 'Further3 in manyk countries,thre is

always '-the 'difficult problem of arranging adtquate allowance,df soft

currency.exchange for d011ar payMenta, -faced with these adVerse,con-
i Ar , ,

ditio4,the U.S. publisher has to work veY'hard to. make a- satisfactory
. .

direct profit on export sales. This appears to be the reason. why most
0

firms are content with their exploitation of6home markets.

The unfavorable conditions that dcl3ress direct profits on export

sales.are mitigated-by an advantage that indirectly adds tdprofit.
4 4

This the ad itignal profit that results from larger printings at lower'

unit costs of specialized .books larger printings that are made possible

e by the addition of export: sales to ordi'arily limited domestic sales. To

illustrate: If the publisher of a specialized trea&se'in science can

print, say,' 2,000 copies 1.°V export sale in 2Nition to 3,000 copies for

.11
A. As)
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. 1 1
' o

/
-

.

, .

d comesti snit:0, lie
..

e effects a sharp rWdueti n in:the' per-copy production' cost

.

..

and, thus substantially increases the margin for profit on domestic sales.

The result is a'hidden pt.ofit, buik it is norietWeIess real, and it:serves

as antincentive to, keep the specialised publisher hustling for' foreign

sales. Indeed, Ofty.mo'nognaphir works now produced in -Ole United'S.t6tes

)

could not Ye published 'for Ariestic marketalone. Only the tcitak in-

terbationmaTket -Leh@ combination ofdbmestic and oreign sales

is sufticieRt t® S'us'tain the cats of:-publihing the majoritj of snch,

works in tur country today.
. .

o Economic Impact of .New Technology.- Recent technological advanceslin

- .

- t* . 1 ) '(

,

pTinting and .reprography have both'helped'thid harmed thebook'.industry.
, .

. ,

The help has come on the production side, the harm on the utilization

side.
R.

4r/

0 .

On the production side, the past two decades have seen a.number of
. ,...., \

...

., t, o

significant improveme nts in the'machinerAand, processes for printing an

binding. Computer-ssisted composition, has reduced the time and cost
( 1

.
. .

factors in producing many kinds of, books, especially those that must be
. .

, .
.

4.

_revised and republished periodically, such as directories, handbooks, die-

tionaries, encyclopedias, and volumes of statistical and-numerical. data.

Further, the wide employment of vastly improved techniques' of photocom-

position (typesetting on film) has eliminated much of,the hand-skill tech-
,

nology and cost of traditional hat-metal composition. And n(v equipment

for automatic plate - making ,from film has had the same effect in this
F.

- costly area of production.

Many advances.have been made also in the technology of.presswork and'



binding. Gigantic bfftet web presses that deliver fold sheets,new prO-

duce books at vates of spe'd.and cost reduction thatwere undreamed of

_thirty or forty years ago.

has come ill the co' t and Our

ne of the Most notable of all improvements

ility of adhesive binding, which has not

boon .as wid ety ticLwp Lei and u ed as IL should be.

Unfdrtunateiy'foi- the average publisher,1 much of the ngw printing

technOlogy.canbe applied only to straightFmatter books that are printed

'in quantities 4 L0,000 copies or more. This that about 60% Of the

hew books published today do not qualify (sox, rather, quantify) for-tlie

benefits. HOwever, there has been some etcmomic-gain in the development

of short.-run offset web preSses that deliver folded signatures and per-
.

mit ,very fast plate changes and, low spoilage of paper. The use-of such

presses elimFnates much. of the slow and costly "make-ready"' operation that

was%necessa'ry in-changing plates on;the old style le terpress maChines.

But these new presseS can be used to large advantage only when several

books having the same-format'and paper speciffeatian n be "gang print

ed" in aNisingle press run. Therefore; only the Larger houses arc,able to
*-

take full advantage-of the scheddling'requiremehts of these new*.presses.

. _

Another area where costs ,have been reduced by i proved tee nolegy

is the' c'ompositi'on of beAs that hal4e.high content ef.numericaland sym-

bolic Characters. - Here typesetting that was trdditionally done by a i2om-

bination (If MonotypC and hand composition is.-new.done by monofilm, which.

is an applAation of Menotype equipment to photo composition with-film

rather than metal: This process has effected big savings in the compo-.

sition of complex mathematical equations, chemical formulas, etc. ',Still

a _good piftof this, process, although it 'is computer assisted; must be

done by skilled.,bands,

In general,it can be said that, although much progress has been made.,
g

4 e
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Tin several areas of composition and printing technology, three has bOen

no truly revolutionary development in recent years. 'And certainly,the .

6

advances on the whole have not reduIteS in larze reductions, of prodUc-.

tion cost.
.

Some obsefvers.of- the publishing scene have urged that more atteh-
. ,

.:. .

tion'be'givn to the of original publishing ITI microgra-
.

. .
l,

'. e -, .
A -r

ic form ,-- by microfikai, microfiche, or microprint. To date, this' form

has'been successfully employed only for republication of Out-of-print'

works -- for serials and large,volumes.of collected papers andjor multi i

voluMe classics first published in book form. Here,the profitable ventures

have, been. mas"tive and high-viced packages that Are sold by, subscription
.

in advance Of- publication. A few commercial firms and two or three uni.-

versd y presses have xpeeimented c5ith microform publishing .ot current,

singl -volume Works,-Ad the result in nearly every case has been economic

failure. This fetre can Be attributed to several factors: (1). user re-
,

stsCance, which is caused largely; by the 'fact that effective .and moder-

ately priud readerVrinters have notyetibeen Perfected; (2) rIlrketing

and- fulfil ent cots, which are- unb arably high in relation to -acceptable"

c-
levels of saIes'price; and (3) slow demand" sales of prints made from

a master negative or plate, which are ither immediate enough nor large

enough in dollar volume to be attractiv for entrepreneural investment.
4

0 C

In short, the technology of the software is'adiceptable, but that ref the
,

. .

hardwarelts not, wh.il. e the economics of pricing and of selling and dis-
.

tribution to the individual customer is impossible. But in spite of cur-
A

rent failures, some book publishers still believe that micrographics will

one day be widely used for several kinds of limited edition works. Cer-

tainly, continued experimentation with the medium can, be exE4cted.



-23-

.

As to the.harmful impact of the new eprographic technology, the,

cope question,is whether; and by how much,.bnithorized,atid possibly

unlawful-photocopying of c9pyrighted work 'is reducing book sa es.

Almost everyone concerned- agrees that such copying is extensiv ly, done,
,

lyat there diszigreemerA 011 the exteuts of its legality, and of 5:

"its adVerse'effect,on. the book industry.

Book publisirrs,.along with most of their'author, are c4inced

, 1

that unrestrained photocopying has for.sonle-yeaf.s reduced the sale,o1.
.

several classes of books that lend themselves to copying in part, includ-

ing anthologies, encyclopedias; dicfioparies, handbooks,.statistical re-'
0.

ports, science monographs, efc. ,Copyright-owners are especially concerned

over library photocopying Copylhg of a kind and in an amount that 8ub-

stifutes-thecopied part for the bookifself and thereby decreases the

demand for the original work. They' are also concerned over recen ly

incrtased.phofocopying that has been
a..

rowing librariesby revved -up systems

made expedient and feasible at bor-
.

for interlibrary loans. Here they

see.an added depression of sales. that is the direct consequence of the

recent ;/-(3w;th of statewide and regional library networks that offer high-
.

speed retrieval of bibliographic information plus' remote caIal gue access,

and ,circulation control. These computer -based services have gre fac-,

ilitated the borrow-and-copy pro'cess, and thus they have made satellite

libraries far teas dependenton their own holdings. The resu -lt is an

a 't
extension of vise of the drigin4 publication in a system where a" single

co$)y:nbw suffices where four orifive,eopicS were needed a .fewyears ago --

and where, it is [eared, the future relatiOnship could be One to 20 or ,30.

In short, authors and publishers together. believe 'that-they arepnow 'suf-
?,

Eering increasing economic damage from photocopying by, at, or near the

.s.;0 A.1.)

a
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insular library, and that they will inevitably surfer-much moreAsystem-

atically organized.FaeilitIes for copying within library networks.

, TO. the contrary,. librarians and cePtain classes of users eflibrary

servges (notably ed4caters and re earchers) ,claim that the extent

theOamage has been exaggerated in a misleading way. They insist that

they must have more freedom from' copyright restriction, else their profes-

'sional efforts in bellalf of prog;ess and the public welfare will be ser-

A

iously.impeded.' Further, most librarians claim that books ard copied far

less fliequentlyrand extensively than periodicals -- wiliCh seems to be

true of research and special libraries, but not true-of educational and

pdblic Libraries. In short, they either dismiss or heavily-discount the

publislwris claim ofecocomie darriage.

Urifortunately,'thereis little-solid evidence to support either side

of this argument. It is l; so unfortunate that' the'issue'is deeply en-

meshed with the effort to 'revise our antiquated copyright law.-- an effoi-t

-dint has gone on in a desultoty way for pome fi4-teq' n years. The situation

.
, .

,

cries out for a thorough, factuq, and objective study that will. be coridu-
#

cive to more light,and less.heat in the current tontroversy.,

NOTES AND REFERENCES
r-

1. Almost the same result mould be obtained by, applying reliable industry 41

estimates of book-price increased in recent. year's., namely 3-4% annu-

ally.

2. These annual statistical reportare not reliable for histOrica com-

A
parisons. The ground rules for their compilation have changed from

1

time to-time;'far exnmple,k reprint and paperback editions were counted
. ryY0

as pew productions,for the first time in 1970, which caused an aber-

rational increase of 22% for the one year alone. Further, the.system
.
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at ,Publishers Weekly for gathering industry wide inforrnation has,
'

.b ben improved in recent years. Hence, the rate of actual increase
6$

in new- book pro.duction has riot been as high 'as the 131.tblisLers

Weekly record indicates.
I

3. E. Booleer. "What Has Happened to the Intellectual Entrepreneurs"?

New York, 1974. Columbia University Distinguished Leaders Lecture

Series.
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